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ATTACHMENT  A 
Circular  No.  A- 
Revised 

PRINCIPLES   FOR  DETERMINING  COSTS  APPLICABLE  TO 
RESEARCH  AND  DEVELOPMENT  UNDER  GRANTS  AND 
CONTRACTS  WITH  EDUCATIONAL  INSTITUTIONS 

A .     Purpose  and  scope. 

1.  Objectives .     This  Circular  provides  principles  for 
determining  the  costs  applicable  to  research  and  development 
work  performed  by  educational  institutions  under  grants 
from  and  contracts  with  the  Federal  Government.  These 
principles  are  confined  to  the  subject  of  cost  determination 
and  make  no  attempt  to  identify  the  circumstances  or  dictate 
the  extent  of  agency  and  institutional  participation  in  the 
financing  of  a  particular  research  or  development  project. 
The  principles  are  designed  to  provide  recognition  of  the 
full  allocated  costs  of  such  research  work  under  generally 
accepted  accounting  principles.     No  provision  for  profit  or 
other  increment  above  cost  is  intended. 

2.  Policy  guides.     The  successful  application  of  these 
principles  requires  development  of  mutual  understanding 
between  representatives  of  universities  and  of  the  Federal 
Government  as  to  their  scope,   implementation,  and  interpre- 
tation.    It  is  recognized  that — 

a.  The  arrangements  for  agency  and  institutional 
participation  in  the  financing  of  a  research  and  development 
project  are  properly  subject  to  negotiation  between  the 
agency  and  the  institution  concerned  in  accordance  with  such 
Government-wide  criteria  as  may  be  applicable. 

b.  Each  college  and  university,  possessing  its 
own  unique  combination  of  staff,   facilities  and  experience, 
should  be  encouraged  to  conduct  research  in  a  manner  conso- 
nant with  its  own  academic  philosophies  and  institutional 
objectives . 

c.  Each  institution,   in  the  fulfillment  of  its 
obligations,  should  employ  sound  management  practices. 

d.  The  application  of  the  principles  established 
herein  should  require  no  significant  changes  in  the  generally 
accepted  accounting  practices  of  colleges  and  universities. 
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e.     Cognizant  Federal  agencies  involved  in 
negotiating  indirect  cost  rates  and  auditing  should  assure 
that  institutions  are  generally  applying  the  cost  principles 
and  standards  herein  provided  on  a  consistent  basis.  Where 
wide  variations  exist  in  the  treatment  of  a  given  cost  item 
among  institutions,   the  reasonableness  and  equitableness  of 
such  treatments  should  be  fully  considered  during  the  rate 
negotiations  and  audit. 

3.     Appl icat ion.     All  Federal  agencies  that  sponsor 
research  and  development  work  at  educational  institutions 
should  apply  these  principles  and  related  policy  guides  in 
determining  the  costs  incurred  for  such  work  under  any  type 
of  research  and  development  agreement.     These  principles 
should  also  be  used  as  a  guide  in  the  pricing  of  fixed  price 
contracts  or  lump  sum  agreements. 

B.     Definition  of  terms. 


1.  Organized  research  means  all  research  activities  of 
an  institution  that  are  separately  budgeted  and  accounted  for. 

2.  Departmental  research  means  research  activities  that 
are  not  separately  budgeted  and  accounted  for.     Such  research 
work,  which  includes  all  research  activities  not  encompassed 
under  the  term  organized  research,   is  regarded  for  purposes 
of  this  document  as  a  part  of  the  instructional  activities  of 
the  institution. 


3.     Research  agreement  means  any  valid  arrangement  to 
perform  federally  sponsored  research,   including  grants,  cost- 
reimbursement  type  contracts,  cost-reimbursement  type  subcon- 
tracts, and  fixed-price  contracts  and  subcontracts  for 
research. 


4.     Other  institutional  activities  means  all  organized 
activities  of  an  institution  not  directly  related  to  the 
instruction  and  research  functions,    such  as  residence  halls, 
dining  halls,   student  hospitals,   student  unions,  intercolle- 
giate athletics,  bookstores,   faculty  housing,  student  apart-  • 
ments,  guest  houses,   chapels,   theaters,  public  museums,  and 
other  similar  activities  or  auxiliary  enterprises.  Also 
included  under  this  definition  is  any  other  category  of  cost 
treated  as  "unallowable,"  provided  such  category  of  cost 
identifies  a  function  or  activity  to  which  a  portion  of 
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the  institution's  indirect  costs  (as  defined  in  section  E.l.) 
are  properly  allocable. 

5.  Apportionment  means  the  process  by  which  the  indirect 
costs  of  the  institution  are  assigned  as  between  (a)  instruc- 
tion and  research,   and   (b)    other  institutional  activities. 

6.  Allocation  means  the  process  by  which  the  indirect 
costs  apportioned  to  instruction  and  research  are  assigned 
as  between  (a)   organized  research,  and  (b)  instruction, 
including  departmental  research. 

7.  Stipulated  salary  support  is  a  fixed  or  a  stated 
dollar  amount  of  the  salary  of  professorial  or  other  pro- 
fessional staff  involved  in  the  conduct  of  research  which  a 
Government  agency  agrees  in  advance  to  reimburse  an  educa- 
tional institution  as  a  part  of  sponsored  research  costs. 

C .     Basic  considerations. 

1.  Composition  of  total  costs.     The  cost  of  a  research 
agreement  is  comprised  of  the  allowable  direct  costs  incident 
to  its  performance,  plus  the  allocable  portion  of  the  allow- 
able indirect  costs  of  the  institution,   less  applicable 
credits  as  described  in  section  C.5. 

2.  Factors  affecting  allowability  of  costs.  The 
tests  of  allowability  of  costs  under  these  principles  are: 
(a)   they  must  be  reasonable;    (b)   they  must  be  allocable  to 
research  agreements  under  the  standards  and  methods  provided 
herein;    (c)   they  must  be  accorded  consistent  treatment 
through  application  of  those  generally  accepted  accounting 
principles  appropriate  to  the  circumstances;  and  (d)  they 
must  conform  to  any  limitations  or  exclusions  set  forth  in 
these  principles  or  in  the  research  agreement  as  to  types  or 
amounts  of  cost  items. 

3.  Reasonable  costs.     A  cost  may  be  considered  reasonable 
if  the  nature  of  the  goods  or  services  acquired  or  applied, 
and  the  amount  involved  therefor,  reflect  the  action  that 

a  prudent  person  would  have  taken  under  the  circumstances 
prevailing  at  the  time  the  decision  to  incur  the  cost 
was  made.     Major  considerations  involved  in  the  determination 
of  the  reasonableness  of  a  cost  are:      (a)  whether  or  not 
the  cost  is  of  a  type  generally  recognized  as  necessary  for 
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the  operation  of  the  institution  or  the  performance  of  the 
research  agreement;    (b)   the  restraints  or  requirements  imposed 
by  such  factors  as  arm's-length  bargaining.   Federal  and  State 
laws  and  regulations,   and  research  agreement  terms  and 
conditions;    (c)  whether  or  not  the  individuals  concerned 
acted  with  due  prudence  in  the  circumstances,  considering 
their  responsibilities  to  the  institution,   its  employees, 
its  students,   the  Government,   and  the  public  at  large;  and 
(d)   the  extent  to  which  the  actions  taken  with  respect  to 
the  incurrence  of  the  cost  are  consistent  with  established 
institutional  policies  and  practices  applicable  to  the  work 
of  the  institution  generally,   including  Government  research. 

4 .     Allocable  costs. 

a.  A  cost  is  allocable  to  a  particular  cost  objective 
(i.e.,   a  specific  function,  project,   research  agreement, 
department,   or  the  like)   if  the  goods  or  services  involved 
are  chargeable  or  assignable  to  such  cost  objective  in 
accordance  with  relative  benefits  received  or  other  equitable 
relationship.     Subject  to  the  foregoing,  a  cost  is  allocable 
to  a  research  agreement  if  it  is  incurred  solely  to  advance 
the  work  under  the  research  agreement;  or  it  benefits  both 
the  research  agreement  and  other  work  of  the  institution  in 
proportions  that  can  be  approximated  through  use  of  reason- 
able methods;  or  it  is  necessary  to  the  overall  operation  of 
the  institution  and,   in  the  light  of  the  standards  provided 

in  this  Circular,   is  deemed  to  be  assignable  in  part  to 
organized  research.     Where  the  purchase  of  equipment  or  other 
capital  items  is  specifically  authorized  under  a  research 
agreement,  the  amounts  thus  authorized  for  such  purchases  are 
allocable  to  the  research  agreement  regardless  of  the  use 
that  may  subsequently  be  made  of  the  equipment  or  other 
capital  items  involved. 

b.  Any  costs  allocable  to  a  particular  research 
agreement  under  the  standards  provided  in  this  Circular  may 
not  be  shifted  to  other  research  agreements  in  order  to 
meet  deficiencies  caused  by  overruns  or  other  fund  consid- 
erations,  to  avoid  restrictions  imposed  by  law  or  by  terms 

of  the  research  agreement,  or  for  other  reasons  of  convenience. 
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5.  Applicable  credits. 

a.  The  term  applicable  credits  refers  to  those 
receipt  or  negative  expenditure  types  of  transactions  which 
operate  to  offset  or  reduce  expense  items  that  are  allocable 
to  research  agreements  as  direct  or  indirect  costs.  Typical 
examples  of  such  transactions  are:     purchase  discounts, 
rebates,  or  allowances;  recoveries  or  indemnities  on  losses; 
sales  of  scrap  or  incidental  services;  and  adjustments  of 
overpayments  or  erroneous  charges. 

b.  In  some  instances,  the  amounts  received  from  the 
Federal  Government  to  finance  institutional  activities  or 
service  operations  should  be  treated  as  applicable  credits. 
Specifically,  the  concept  of  netting  such  credit  items 
against  related  expenditures  should  be  applied  by  the  insti- 
tution in  determining  the  rates  or  amounts  to  be  charged 

to  Government  research  for  services  rendered  whenever  the 
facilities  or  other  resources  used  in  providing  such  services 
have  been  financed  directly,   in  whole  or  in  part,  by  Federal 
funds.      (See  sections  F.6.,  J.lO.b.,  and  J. 37.   for  areas 
of  potential  application  in  the  matter  of  direct  Federal 
financing. ) 

6.  Costs  incurred  by  State  and  local  governments.  Costs 
incurred  or  paid  by  State  or  local  governments  in  behalf  of 
educational  institutions  for  certain  personnel  benefit  pro- 
grcims  such  as  pension  plans,  FICA  and  any  other  costs  spe- 
cifically disbursed  in  behalf  of  and  in  direct  benefit  to  the 
institutions,  are  allowable  costs  of  such  institutions 
whether  or  not  these  costs  are  recorded  in  the  accounting 
records  of  such  institutions,  subject  to  the  following; 

a.  Such  costs  meet  the  requirements  of  sections 
C.l.  through  C.5, 

b.  Such  costs  are  properly  supported  by  cost 
allocation  plans  in  accordance  with  Office  of  Management 
and  Budget  Circular  No.  A-87. 

c.  Such  costs  are  not  otherwise  borne  directly  or 
indirectly  by  the  Federal  Government. 
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D.  Direct  costs. 

1.  General ♦     Direct  costs  are  those  costs  which  can  be 
identified  specifically  with  a  particular  research  project, 

an  instructional  activity  or  any  other  institutional  activity  or 
which  can  be  directly  assigned  to  such  activities  relatively 
easily  with  a  high  degree  of  accuracy. 

2.  Application  to  research  agreements.  Identifiable 
benefit  to  the  research  work  rather  than  the  nature  of  the 
goods  and  services  involved  is  the  determining  factor  in 
distinguishing  direct  from  indirect  costs  of  research  agree- 
ments.    Typical  transactions  chargeable  to  a  research  agree- 
ment as  direct  costs  are  the  compensation  of  employees  for 
performance  of  work  under  the  research  agreement,  including 
related  staff  benefit  and  pension  plan  costs  to  the  extent 
that  such  items  are  consistently  treated  by  the  educational 
institution  as  direct  rather  than  indirect  costs;   the  costs 
of  materials  consumed  or  expended  in  the  performance  of  such 
work;   and  other  items  of  expense  incurred  for  the  research 
agreement,   including  extraordinary  utility  consumption.  The 
cost  of  materials  supplied  from  stock  or  services  rendered  by 
specialized  facilities  or  other  institutional  service  operations 
may  be  included  as  direct  costs  of  research  agreements  provided 
such  items  are  consistently  treated  by  the  institution  as 
direct  rather  than  indirect  costs  and  are  charged  under  a 
recognized  method  of  costing  or  pricing  designed  to  recover 
only  actual  costs  and  conforming  to  generally  accepted  cost 
accounting  practices  consistently  followed  by  the  institution. 

E .  Indirect  costs. 

1.     General .     Indirect  costs  are  those  that  have  been 
incurred  for  common  or  joint  objectives  and  therefore  cannot 
be  identified  specifically  with  a  particular  research  project, 
an  instructional  activity  or  any  other  institutional  activity. 
At  educational  institutions  such  costs  normally  are  classified 
under  the  following  functional  categories:     general  administra- 
tion and  general  expenses;   research  administration  expenses; 
operation  and  maintenance  expenses;   library  expenses;  and 
departmental  administration  expenses. 


7 


2.     Criteria  for  distribution. 

a.  Base  period.     A  base  period  for  distribution 
of  indirect  costs  is  the  period  during  which  such  costs 
are  incurred  and  accumulated  for  distribution  to  work 
performed  within  that  period.     The  base  period  normally 
should  coincide  with  the  fiscal  year  established  by  the 
institution,  but  in  any  event  the  base  period  should  be 
so  selected  as  to  avoid  inequities  in  the  distribution  of 
costs. 

b.  Need  for  cost  groupings.     The  overall  objec- 
tive of  the  allocation  and  apportionment  process  is  to 
distribute  the  indirect  costs  described  in  section  F  to 
organized  research,  instruction,  and  other  activities  in 
reasonable  proportions  consistent  with  the  nature  and  extent 
of  the  use  of  the  institution's  resources  by  research 
personnel,  academic  staff,  students,  and  other  personnel 

or  organizations.     In  order  to  achieve  this  objective,  it 
may  be  necessary  to  provide  for  selective  distribution  by 
establishing  separate  groupings  of  cost  within  one  or  more 
of  the  functional  categories  of  indirect  costs  referred  to 
in  section  E.l,     In  general,  the  cost  groupings  established 
within  a  functional  category  should  constitute,   in  each 
case,  a  pool  of  those  items  of  expense  that  are  considered 
to  be  of  like  character  in  terms  of  their  relative  contri- 
bution to  (or  degree  of  remoteness  from)  the  particular 
cost  objectives  to  which  distribution  is  appropriate.  Cost 
groupings  should  be  established  considering  the  general 
guides  provided  in  c.  below.     Each  such  pool  or  cost  grouping 
should  then  be  distributed  individually  to  the  appertaining 
cost  objectives,  using  the  distribution  base  or  method  most 
appropriate  in  the  light  of  the  guides  set  out  in  d.  below. 

c.  General  considerations  on  cost  groupings.  The 
extent  to  which  separate  cost  groupings  and  selective  dis- 
tribution would  be  appropriate  at  an  institution  is  a  matter 
of  judgment  to  be  determined  on  a  case-by-case  basis. 
Typical  situations  which  may  warrant  the  establishment  of 
two  or  more  separate  cost  groups   (based  on  account  classifi- 
cation or  analysis)  within  a  functional  category  include  but 
are  not  limited  to  the  following: 
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(1)  Where  certain  items  or  categories  of  expense 
relate  solely  to  one  of  the  three  major  divisions  of  the 
institution  (instruction,   organized  research  or  other  insti- 
tutional activities)   or  to  any  two  but  not  the  third,  such 
expenses  should  be  set  aside  as  a  separate  cost  grouping  for 
direct  assignment  o^-  selective  distribution  in  accordance 
with  the  guides  provided  in  b.   above  and  d.  below. 

(2)  Where  any  types  of  expense  ordinarily 
treated  as  general  administration  and  general  expenses  or 
departmental  administration  expenses  are  charged  to  research 
agreements  as  direct  costs,   the  similar  type  expenses  appli- 
cable to  other  activities  of  the  institution  must,  through 
separate  cost  groupings,  be  excluded  from  the  indirect  costs 
allocable  to  those  research  agreements  and  included  in  the 
direct  cost  of  other  activities  for  cost  allocation  purposes. 

(3)  Where  it  is  determined  that  certain  expenses 
are  for  the  support  of  a  service  unit  or  facility  whose  out- 
put is  susceptible  of  measurement  on  a  workload  or  other 
quantitative  basis,  such  expenses  should  be  set  aside  as  a 
separate  cost  grouping  for  distribution  on  such  basis  to 
organized  research  and  other  activities  at  the  institution 

or  within  the  department. 

(4)  Where  organized  activities   (including  iden- 
tifiable segments  of  organized  research  as  well  as  the 
activities  cited  in  section  B.4.)  provide  their  own  purchasing, 
personnel  administration,  building  maintenance  or  similar 
service,   the  distribution  of  general  administration  and 
general  expenses  or  operation  and  maintenance  expenses  to 

such  activities  should  be  accomplished  through  cost  groupings 

which  include  only  that  portion  of  central  indirect  costs 

(such  as  for  overall  management)  which  are  properly  allocable 
to  such  activities. 

(5)  Where  the  institution  elects  to  treat  as 
indirect  charges  the  cost  of  the  pension  plan  and  other 
staff  benefits,  such  costs  should  be  set  aside  as  a  separate 
cost  grouping  for  selective  distribution  to  appertaining  cost 
objectives,   including  organized  research. 

(6)  The  n\imber  of  separate  cost  groupings 
within  a  functional  category  should  be  held  within  practical 
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limits,   after  taking  into  consideration  the  materiality  of 
the  amounts  involved  and  the  degree  of  precision  attainable 
through  less  selective  methods  of  distribution. 

d .     Selection  of  distribution  method. 

(1)  Actual  conditions  must  be  taken  into  account 
in  selecting  the  method  or  base  to  be  used  in  distributing 

to  applicable  cost  objectives  the  expenses  assembled  under 
each  of  the  individual  cost  groupings  established  as  indicated 
under  b.   above.     Where  a  distribution  can  be  made  by  assignment 
of  a  cost  grouping  directly  to  the  area  benefited,   the  dis- 
tribution should  be  made  in  that  manner.     Where  the  expenses 
under  a  cost  grouping  are  more  general  in  nature,    the  distri- 
bution to  appertaining  cost  objectives  should  be  made  through 
use  of  a  selected  base  which  will  produce  results  that  are 
equitable  to  both  the  Government  and  the  institution.  In 
general,   any  cost  element  or  cost-related  factor  associated 
with  the  institution's  work  is  potentially  adaptable  for  use 
as  a  distribution  base  provided   (a)    it  can  readily  be 
expressed  in  terms  of  dollars  or  other  quantitative  measure 
(total  direct  expenditures,   direct  salaries,  man-hours 
applied,   square  feet  utilized,  hours  of  usage,   number  of 
documents  processed,  population  served,   and  the  like);  and 
(b)    it  is  common  to  the  appertaining  cost  objectives  during 
the  base  period. 

(2)  Results  of  cost  analysis  studies  may  be 
used  when  they  result  in  more  accurate  and  equitable  distri- 
bution of  costs.     Such  cost  analysis  studies  may  take  into 
consideration  weighting  factors,  population,   or  space  occu- 
pied if  they  produce  equitable  results.     Cost  analysis  studies, 
however,   should   (a)   be  appropriately  documented  in  sufficient 
detail  for  subsequent  review  by  the  cognizant  Federal  agency, 
(b)   distribute  the  indii-ect  costs  to  the  appertaining  cost 
objectives  in  accord  wit>i  the  relative  benefits  derived,  (c) 

be  conducted  to  fairly  reflbch  the  true  conditions  of  the 
activity  and  to  cover  representative  transactions  for  a 
reasonable  period  of  time,    (d)  be  performed  specifically 
at  the  institution  at  which  the  results  are  to  be  used,  and 
(e)  be  updated  periodically  and  used  consistently.  Any 
assumptions  made   in  the  study  will  be  sufficiently  supported. 
The  use  of  cost  analysis  studies  and  periodic  changes   in  the 
method  of  cost  distribution  must  be  fully  justified. 
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(3)     The  essential  consideration  in  selection  of 
the  distribution  base  in  each  instance  is  that  it  be  the  one 
best  suited   for  assigning  the  pool  of  costs  to  appertaining 
cost  objectives   in  accord  with  the  relative  benefits  derived; 
the  traceable  cause  and  effect  relationship;   or  logic  and 
reason,  where  neither  benefit  nor  cause  and  effect  relation- 
ship is  determinable. 

3 .     Administration  of  limitations  on  allowances  for 
research  costs.     Research  agreements  may  be  subject  to 
statutory  or  administrative  policies  that  limit  the  allow- 
ance of  research  costs.     When  the  maximum  amount  allowable 
under  a  statutory  limitation  or  the  terms  of  a  research 
agreement  is  less  than  the  amount  otherwise  reimbursable 
under  this  Circular,   the  amount  not  recoverable  under  that 
research  agreement  may  not  be  charged  to  other  research 
agreements . 

F' .     Identification  and  assignment  of  indirect  costs . 
1 .     General  administration  and  general  expenses. 

a.  The  expenses  under  this  heading  are  those  that 
have  been  incurred  for  the  general  executive  and  administra- 
tive offices  of  educational  institutions  and  other  expenses 
of  a  general  character  which  do  not  relate  solely  to  any 
major  division  of  the  institution;    i.e.,   solely  to  (1) 
instruction,    (2)    organized  research,   or   (3)    other  institu- 
tional activities.     The  general  administration  and  general 
expense  category  should  also  include  the  staff  benefit  and 
pension  plan  costs  applicable  to  the  salaries  and  wages 
included  therein,   an  appropriate  share  of  the  costs  of  the 
operation  and  maintenance  of  the  physical  plant,  and  charges 
representing  use  allowances  and/or  depreciation  applicable 
to  the  buildings  and  equipment  utilized  in  performing  the 
functions  represented  thereunder. 

b.  The  expenses  included  in  this  category  may  be 
apportioned  and  allocated  on  the  basis  of  total  expenditures 
exclusive  of  capital  expenditures  in  situations  where  the 
results  of  the  distribution  made  on  this  basis  are  deemed 

to  be  equitable  both  to  the  Government  and  the  institution; 
otherwise  the  distribution  of  general  administration  and 
general  expenses  should  be  made  through  use  of  selected 
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bases  applied  to  separate  cost  groupings  established  within 
this  category  of  expenses  in  accordance  with  the  guides  set 
out  in  section  E.2.d. 

2 .  Research  administration  expenses . 

a.  The  expenses  under  this  heading  are  those  that 
have  been  incurred  by  a  separate  organization  or  identifiable 
administrative  unit  established  solely  to  administer  the 
research  activity,    including  such  functions  as  contract 
administration,   security,   purchasing,  personnel  administration, 
and  editing  and  publishing  of  research  reports.     They  include 
the  salaries  and  expenses  of  the  head  of  such  research  organi- 
zation, his  assistants,   and  their  immediate  secretarial  staff 
together  with  the  salaries  and  expenses  of  personnel  engaged 

in  supporting  activities  maintained  by  the  research  organi- 
zation,  such  as  stock  rooms,   stenographic  pools,   and  the 
like.     The  salaries  of  members  of  the  professional  staff 
whose  appointments  or  assignments  involve  the  performance 
of  such  administrative  work  may  also  be  included  to  the 
extent  that  the  portion  so  charged  to  research  administration 
is  supported  as  required  by  section  J. 7.     The  research 
administration  expense  category  should  also  include  the 
staff  benefit  and  pension  plan  costs  applicable  to  the 
salaries  and  wages  included  therein,   an  appropriate  share 
of  the  costs  of  the  operation  and  maintenance  of  the  physical 
plant,   and  charges  representing  use  allowance  and/or  depre- 
ciation applicable  to  the  buildings  and  equipment  utilized  in 
performing  the  functions  represented  thereunder. 

b.  The  expenses  included  in  this  category  should 
be  allocated  to  organized  research  and,  where  necessary,  to 
departmental  research  or  to  any  other  benefiting  activities 
on  any  basis  reflecting  the  proportion  fairly  applicable  to 
each.      (See  section  £.2.3.) 

3.  Operation  and  maintenance  expenses. 

a.     The  expenses  under  this  heading  are  those  that 
have  been  incurred  by  a  central  service  organization  or  at 
the  departmental  level  for  the  administration,  supervision, 
operation,  maintenance,   preservation,   and  protection  of  the 
institution's  physical  plant.     They  include  expenses  normally 
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)i)cvij:i;ed  for  such  items  as  janitorial  and  utility  services; 
Li-V'^^i^s  ordinary  or  normal  alterations  of  buildings, 

tiviiitiii.  e  and  equipment;   and  care  of  grounds  and  maintenance 
unti  operation  of  buildings  and  other  plant  facilities.  The 
i>i)i,  I  (it  i  on  and  mai  ntenance  expense  category  should  also 
iiitludu  the  staff  benefit  and  pension  plan  costs  applicable 
t.(j  the  salaries  and  wages   included  therein,   and  charges 
) epresent ing  use  allowance  and/or  depreciation  applicable  to 
I  lie  buildings  and  equipment  utilized  in  performing  the  func- 
i  i  ):is  represented  thereunder. 

b.     The  expenses  included  in  this  category  should 
i.<;  apportioned  and  allocated  to  applicable  cost  objectives 
ill  ci  manner  consistent  with  the  guides  provided  in  section 
i;.2.   on  a  basis  that  gives  primary  emphasis  to  space  utili- 
:/ntion.     The  allocations  and  apportionments  should  be 
.  !.:vf.  loped  as  follows:      (1)   where  actual  space  and  related 
.  . -sl    ;."ecords  are  available  or  can  readily  be  developed  and 
iv.iuiLained  without  significant  change  in  the  accounting 
piu^.tices,   the  amount  distributed  should  be  based  on  such 
icc.ords;    (2)  where  the  space  and  related  cost  records  main- 
tained are  not  sufficient  for  purposes  of  the  foregoing,  a 
rea:soiiable  estimate  of  the  proportion  of  total  space  assigned 
li;>  th^!  various  cost  objectives  normally  will  suffice  as  a 
iTic-uiib  tor  effecting  distribution  of  the  amounts  of  operation 
and  maintenance  expenses  involved;   or   (3)   where  it  can  be 
demonstrated  that  an  area  or  volume  of  space  basis  of  allo- 
cation is  impractical  or  inequitable,   other  bases  may  be  used 
provided  consideration  is  given  to  the  use  of  facilities  by 
research  personnel  and  others,   including  students. 

4 .     Library  expenses. 

a.     The  expenses  under  this  heading  are  those  that 
have  been  incurred  for  the  operation  of  the  library,  including 
the  costs  of  books  and  library  materials  purchased  for  the 
library,    less  any  items  of  library  income  that  qualify  as 
applicable  credits  under  section  C.5.     The  library  expense 
.  citeqory  should  also  include  the  staff  benefit  and  pension 
pJan  costs  applicable  to  the  salaries  and  wages  included 
Lnerein,   an  appropriate  share  of  the  costs  of  the  operation 
and  maintenance  of  the  physical  plant,   and  charges  repre- 
senting use  allowances  and/or  depreciation  applicable  to 
the  buildings  and  equipment  utilized  in  the  performance  of 
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the  functions  represenued   thereunder.     Costs   incurred  in 
the  purchases  of  rare  books   ( museum- type  books)   with  no 
research  value  shoul',';  not  be  allocated  to  Government- 
sponsored  research. 

b.     The  expensGS-  included   in  this  category  should 
be  allocated  on  tUc  basis  of  population  including  students 
and  other  users.     Where   Lhe  results  of  the  distribution  made 
on  this  basis  are  deemed  to  be  inequitable  to  the  Government 
or  the  institution,    the  distribution  should  then  be  made  on 
a  selective  basis   in  accordance  with  the  guides  set  out  in 
section  E.2,     Such  selective  distribution  should  be  made 
through  use  of  reasonable  methods  which  give  adequate  recog- 
nition to  the  utilization  of  the  library  attributable  to 
faculty,   research  personnel,    students  and  others.     The  method 
used  will  be  based  on  data  developed  periodically  on  the 
respective  institution's  experience  for  representative 
periods 

5 .     Departmental  adrninistration  expenses. 

a.     The  expenses  under  this  heading  are  those  that 
have  been  incurred   in  academic  deans'   offices,  academic 
departments  and  organized  research  units  such  as  institutes, 
study  centers  and  research  centers  for  administrative  and 
supporting  services  which  benefit  common  or  joint  departmental 
activities  or  objectives.     They  include  the  salaries  and 
expenses  of  deans  or  heads,   or  associate  deans  or  heads,  of 
colleges,    schools,    depa'tments ,    divisions,   or  organized 
research  unit-^:,   and   their  administrative  staffs  together  with 
the  salaries  and  expensGr;  of  personnel  engaged   in  supporting 
activities  maintained  by  the  department,    such  as  stockrooms, 
stenographic  pf>ols,   and   the  like  provided  such  supporting 
services  cannot  be  directly  identified  with  a  specific 
research  project,   v'lth  an   instructional  activity  or  with 
any  other  ins cituti onal  activity.     The  salaries  of  other 
members  of  tne  pcoiess  loriol  staff  whose  appointments  or 
assignments   involve   LJie  p'^r f ormance  of  such  administrative 
work  may  also  be  ircluded   to  the  extent  that  the  portion  so 
charged  to  departmental   rulriiinis trat ion  expenses   is  supported 
as  required  by  section  J. 7.     The  departmental  administration 
expense  category  sroi^lc'  niso  include  the  staff  benefit  and 
pension  plan  costs  appj  L  :able  to  the  salaries  and  wages 
included  therein,   an  appropriate  share  of  the  costs  of  the 
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operation  and  maintenance  of  the  physical  plant,   and  charges 
1 epresen t ing  use  allowances  and/or  depreciation  applicable 
to  the  buildings  and  equipment  utilized  in  performing  the 
functions  represented  thereunder. 

b.     The  distribution  of  departmental  administration 
expenses  should  be  made  through  use  of  selected  bases  applied 
to  cost  groupings  established  within  this  category  of  expenses 
in  accordance  with  the  guides  set  out  in  section  E.2.d. 

6 .     Setoff  for  indirect  expenses  otherwise  provided  for  by 
t  h e  Government . 

a.  The  items  to  be  accumulated  under  this  heading  are 
t  lie  reimbursements  and  other  receipts  from  the  Federal  Govern- 
iiitnt    which  are  used  by  the  institution  to  support  directly, 

J  II  whole  or  in  part,   any  of  the  administrative  or  service 
(jiidirect)   activities  described  in  the  foregoing  (sections  F.l. 
tlirough  F.5.).     They  include  any  amounts  thus  applied  to  such 
activities  which  may  have  been  received  pursuant  to  an  institu- 
tional base  grant  or  any  similar  contractual  arrangement  with 
the  Federal  Government  other  than  a  research  agreement  as 
lierein  defined  (section  B.3.). 

b.  The  sum  of  the  items  in  this  group  shall  be  treated 
as  a  credit  to  the  total  indirect  cost  pool  before  it  is  appor- 
tioned to  organized  research  and  to  other  activities.  Such 
setoff  shall  be  made  prior  to  the  determination  of  the  indirect 
cost  rate  or  rates  as  provided  in  section  G. 

G .     Determination  and  application  of  indirect  cost  rate  or  rates 
1 .     Indirect  cost  pools. 

a.  Subject  to  b.  below,    indirect  costs  allocated  to 
organized  research  should  be  treated  as  a  common  pool,   and  the 
costs  in  such  common  pool  should  then  be  distributed  to  indi- 
vid\.ial  research  agreements  benefiting  therefrom  on  a  single 
iat;e  basis. 

b.  In  some  instances  a  single  rate  basis  for  use 
across  the  board  on  all  Government  research  at  an  institution 
may  not  be  appropriate,   since  it  would  not  take  into  account 
those  different  environmental  factors  which  may  affect 
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subscant ially  the   indirr<-t    cost;,  applicable  to  a  particular 
segment  or  Government,  research  r-it  the  institution.     For  this 
purpose,   a  particular  sf-ginent  of  Government  research  may  be 
that  performed  under  a  single  research  agreement  or  it  may 
consist  of  research  under  a  group  of  research  agreements 
performed   in  a  common  environment.     The  environmental  factors 
are  not  limited   co  tliO  pi-.ysical  location  of  the  work.  Other 
important  factors  are  Lhe  level  of  the  administrative  support 
required,   the  nature  of  the  facilities  or  other  resources 
employed,   the  scientific  disciplines  or  technical  skills 
involved,   the  organizational  arrangments  used,   or  any  combi- 
nation thereof.     Wiere  a  particular  segment  of  Government 
research  is  performed  within  an  environment  which  appears  to 
generate  a  significantly  different  level  of  indirect  costs, 
provision  should  be  made  for  a  separate  indirect  cost  pool 
applicable  to  such  work.     The  separate  indirect  cost  pool 
should  be  developed  during  the  course  of  the  regular  distribu- 
tion process,   and  the  separate  indirect  cost  rate  resulting 
therefrom  should  be  utilized  provided  it  is  determined  that 
(1)   such  indirect  cost  rate  differs  significantly  from  that 
which  would  have  obtained  under  a.   above,   and   (2)    the  volume 
of  research  work  to  which  such  rate  would  apply  is  materia] 
in  relation  to  other  Government  research  at  the  institution, 

2.  The  distribution  base.     Indirect  costs  allocated  to 
organized  research  should  be  distributed  to  applicable  research 
agreements  on  the  basis  of  direct  salaries  and  wages.  For 
this  purpose,   an  indirect  cost  rate  should  be  determined  for 
each  of  the  separate  indirect  cost  pools  developed  pursuant 

to  section  G.l.     The  rate   in  each  case  should  be  stated  as 
the  percentage  which  the  amount  of  the  particular  indirect 
cost  pool  is  of  the  total  direct  salaries  and  wages  of  all 
research  agreements  identified  with  such  pool.     For  the  purpose 
of  establishing  an  indirect  cost  rate,   direct  salaries  and 
wages  may  include   tliat  portion  contributed  to  the  research  by 
the  institution  for  cost  sharing  or  other  purposes.  Bases 
other  than  salaries  and  wages  may  be  used  provided   it  can  be 
demonstrated  that  they  produce  more  equitable  results. 

3.  Negotiated  lump  sum  for  indirect  costs.     A  negotiated 
fixed  amount   in  lieu  of   indirect  costs  may  be  appropriate  for 
self-contained,   of f-carcpus ,   or  primarily  subcontracted  research 
activities  where  the  benefits  derived  from  an  institution's 
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indirect  services  cannot  be  readily  determined.     Such  amount 
negotiated  in  lieu  of  indirect  costs  will  be  treated  as  an 
offset  to  total  indirect  expenses  before  apportionment  to 
instruction,   organized  research,   and  other  institutional 
activities.     The  base  on  which  such  remaining  expenses  are 
allocated  should  be  appropriately  adjusted. 

4.  Predetermined  fixed  rates  for  indirect  costs.  Public 
Law  87-638  (76  Stat.   437)   authorizes  the  use  of  predetermined 
fixed  rates  in  determining  the  indirect  costs  applicable  under 
research  agreements  with  educational  institutions.     The  stated 
objectives  of  the  law  are  to  simplify  the  administration  of 
cost-type  research  and  development  contracts   (including  grants) 
with  educational  institutions,   to  facilitate  the  preparation 
of  their  budgets,   and  to  permit  more  expeditious  closeout  of 
such  contracts  when  the  work  is  completed.     In  view  of  the 
potential  advantages  offered  by  this  procedure,  consideration 
should  be  given  to  the  negotiation  of  predetermined  fixed  rates 
for  indirect  costs  in  those  situations  where  the  cost  experi- 
ence and  other  pertinent  facts  available  are  deemed  sufficient 
to  enable  the  parties  involved  to  reach  an  informed  judgment 

as  to  the  probable  level  of  indirect  costs  during  the  ensuing 
accounting  period. 

5 .  Negotiated  fixed  rates  and  carryforward  provisions. 
When  a  fixed  rate  is  negotiated  in  advance  for  a  fiscal  year 
(or  other  time  period) ,   the  over-  or  under-recovery  for  that 
year  may  be  included  as  an  adjustment  to  the  indirect  cost 
for  the  next  rate  negotiation.     When  the  rate  is  negotiated 
before  the  carryforward  adjustment  is  determined  due  to  the 
delay  in  audit,    the  carryforward  may  be  applied  to  the  next 
subsequent  rate  negotiation.     When  such  adjustments  are  to  be 
made,   each  fixed  rate  negotiated  in  advance  for  a  given  period 
will  be  computed  by  applying  the  expected  indirect  costs 
allocable  to  Government  research  for  the  forecast  period 

plus  or  minus  the  carryforward  adjustment   (over-  or  under- 
recovery)    from  the  prior  period,  to  the  forecast  distribution 
base.     I nrecovered  amounts  under  lump-sum  agreements  or  cost- 
sharing  provisions  of  prior  years  shall  not  be  carried  forward 
for  consideration  in  the  new  rate  negotiation.     There  must, 
however,  be  an  advance  understanding  in  each  case  between  the 
institution  and  the  cognizant  Federal  agency  as  to  whether 
these  differences  will  be  considered  in  the  rate  negotiation 
rather  than  making  the  determination  after  the  differences  are 
known.     Further,    institutions  electing  to  use  this  carryforward 
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provision  may  not  subsequently  change  without  prior  approval 
of  the  cognizant  Federal  agency.     In  the  event  that  an  insti- 
tution returns  to  a  postdetermined  rate,  any  over-  or  under- 
recovery  during  the  period  in  which  negotiated  fixed  rates 
and  carryforward  provisions  were  followed  will  be  included 
in  the  subsequent  postdetermined  rates.     Where  multiple  rates 
are  used,   the  same  procedure  will  be  applicable  for  deter- 
mining each  rate.     This  procedure  also  applies  to  rates 
established  for  grants  and  contracts  for  training  and  other 
educational  services,  but  does  not  apply  to  cost-type  research 
agreements  covering  work  performed  in  wholly  or  partially 
Government-owned  facilities. 

H.     Simplified  mfethod  for  small  institutions. 

1.  General . 

a.  Where. the  total  direct  cost  of  all  federally 
supported  work  under  research  and  educational  service 
agreements  at  an  institution  does  not  exceed  $1,000,000  in 
a  fiscal  year  (excluding  direct  payments  by  the  institution 
to  participants  under  educational  service  agreements  for 
stipends,  support,  and  similar  costs  recjuiring  little,  if 
any,   indirect  cost  support) ,   the  use  of  the  abbreviated  pro- 
cedure described  in  2.,  below,  may  be  used  in  determining 
allowable  indirect  costs.     Under  this  abbreviated  procedure, 
the  institution's  most  recent  annual  financial  report  and 
immediately  available  supporting  information,  with  salaries 
and  wages  segregated  from  other  costs,  will  be  utilized  as 

a  basis  for  determining  the  indirect  cost  rate  applicable 
both  to  federally  supported  research  and  educational  service 
agreements . 

b.  The  rigid  formula  approach  provided  under  this 
abbreviated  procedure  should  not  be  used  where  it  produces 
results  which  appear  inequitable  to  the  Government  or  the 
institution.     In  any  such  case,   indirect  costs  should  be 
determined  through  use  of  the  regular  procedure. 

2 .  Abbreviated  procedure. 

a.     Establish  the  total  amount  of  salaries  and  wages 
paid  to  all  employees  of  the  institution. 


18 


b.  Establish  an  indirect  cost  pool  consisting  of  the 
expenditures  (exclusive  of  capital  items  and  other  costs 
specifically  identified  as  unallowable)  which  customarily 

are  classified  under  the  following  titles  or  their  equivalents: 

(1)  General  administration  and  general  expenses 
(exclusive  of  costs  of  student  administration  and  services, 
student  aid,   student  activities,  and  scholarships) . 

(2)  Opera  ti?on  and  maintenance  of  physical  plant. 

(3)  Library. 

(4)  Department  administration  expenses,  which 
will  be  computed  as  20%  of  the  salaries  and  expenses  of  deans 
and  heads  of  departments. 

In  those  cases  where  expenditures  classified  under 
2.b.M)   and  2.b.(2)  have  previously  been  allocated  to  other 
institutional  activities,  they  may  be  included  in  the  indirect 
cost  pool.     The  total  amount  of  salaries  and  wages  included 
in  the  indirect  cost  pool  must  be  separately  identified. 

c.  Establish  a  salary  and  wage  distribution  base, 
determined  by  deducting  from  the  total  of  salaries  and  wages 
as  established  under  2. a.  the  amount  of  salaries  and  wages 
included  under  2.b. 

d.  Establish  the  indirect  cost  rate,  determined  by 
dividing  the  amount  in  the  indirect  cost  pool  2.b.  by  the  amount 
of  the  distribution  base  2.c, 

e.  Apply  the  indirect  cost  rate  established  to  direct 
salaries  and  wages  for  individual  agreements  to  determine  the 
amount  of  indirect  costs  allocable  to  such  agreements. 

J.     General  standards  for  selected  items  of  cost. 

Sections  J.l.   through  J. 46.  provide  standards  to  be  applied 
in  establishing  the  allowability  of  certain  items  involved  in 
determining  cost.     These  standards  should  apply  irrespective  of 
whether  a  particular  item  of  cost  is  properly  treated  as  direct 
cost  or  indirect  cost.     Failure  to  mention  a  particular  item 
of  cost  in  the  standards  is  not  intended  to  imply  that  it  is 
either  allowable  or  unallowable;  rather  determination  as  to 
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allowability  in  each  case  should  be  based  on  the  treatment  or 
standards  provided  for  similar  or  related  items  of  cost.  In 
case  of  discrepancy  between  the  provisions  of  a  specific 
research  agreement  and  the  applicable  standards  provided,  the 
provisions  of  the  research  agreement  should  govern. 

1.     Advertising  costs,     ^e  term  advertising  costs  means 
the  costs  of  advertising  media  and  corollary  administrative 
costs.     Advertising  media  include  magazines,   newspapers,  radio 
and  television  programs,    direct  mail,   exhibits,   and  the  like. 
The  only  advertising  costs  allowable  are  those  which  are 
solely  for    (a)   the  recruitment  of  personnel  required  for  the 
performance  by  the  institution  of  obligations  arising  under 
the  research  agreement,  when  considered  in  conjunction  with 
all  other  recruitment  costs,   as  set  forth  in  J. 32.;    (b)  the 
procurement  of  scarce  items  for  the  performance  of  the 
research  agreement;  or    (c)   the  disposal  of  scrap  or  surplus 
materials  acquired  in  the  performance  of  the  research  agree- 
ment.    Costs  of  this  nature,    if  incurred  for  more  than  one 
research  agreement  or  for  both  research  agreement  work  and 
other  work  of  the    institution,   are  allowable  to  the  extent 
that  the  principles  in  sections  D  and  E  are  observed. 


2.     Bad  debts .     Any  losses,  whether  actual  or  estimated 
arising  from  uncollectible  accounts  and  other  claims,  related 
collections  costs,  and  related  legal  costs,   are  unallowable. 


3.  Capital  expenditures.     The  costs  of  equipment, 
buildings,   and  repairs  which  materially  increase  the  value  or 
useful  life  of  buildings  or  equipment,   are  unallowable  excoot 
as  provided  for  in  the  research  agreement.     Government  funds 
shall  not  be  used  for  the  acquisition  of  land,   or  any  interest 
therein,   except  with  the  specific  prior  approval  of  the  sponsor 
ing  agency. 

4.  Civil  defense  costs.     Civil  defense  costs  are  those 
incurred  in  planning  for,  and  the  protection  of  life  and 
property  against,   the  possible  effects  of  enemy  attack. 
Reasonable  costs  of  civil  defense  measures    (including  costs 

in  excess  of  normal  plant  protection  costs,   first-aid  training 
and  supplies,   fire-fighting  training,   posting  of  additional 
exit  notices  and  directions,   and  other  approved  civil  defense 
measures)  undertaken  on  the  institution's  premises  pursuant 
to  suggestions  or  requirements    of  civil  defense  authorities 
are  allowable  when  distributed  to  all  activities  of  the 


TM  No.   1,   effective  April  1,  1971 


20 


institution.     Capital  expenditures  for  civil  defense  purposes 
will  not  be  allowed,  but  a  use  allowance  or  depreciation  may 
be  permitted  in  accordance  with  provisions  set  forth  in 
section  J. 10.     Costs  of  local  civil  defense  projects  not 
on  the  institution's  premises  are  unallowable. 

5.  Commencement  and  convocation  costs.     Costs  incurred 
for  commencements  and  convocations  apply  only  to  instruction 
and  therefore  are  not  al-locable  to  research  agreements, 
either  as  direct  costs  or  indirect  costs. 

6.  Communication  costs.     Costs  incurred  for  telephone 
services,    local  and  long  distance  telephone  calls,  telegrams, 
radiograms,  postage  and  the  like,  are  allowable. 

7 .  Compensation  for  personal  services. 

a.  Genera  1 .     Compensation  for  personal  services 
covers  all  remuneration  paid  currently  or  accrued  to  the 
institution  for  services  of  employees  rendered  during  the 
period  of  performance  under  Government  research  agreements. 
Such  remuneration  includes  salaries,  wages,   staff  benefits 
(see  section  J.39.),   and  pension  plan  costs   (see  section  J. 23.) 
The  costs  of  such  remuneration  are  allowable  to  the  extent  that 
the  total  compensation  to  individual  employees  is  reasonable 
for  the  services  rendered  and  conforms  to  the  established 
policy  of  the  institution  consistently  applied,  and  provided 
that  the  charges  for  work  performed  directly  on  Government 
research  agreements  and  for  other  work  allocable  as  indirect 
costs  to  organized  research  are  determined  and  supported  as 
hereinafter  provided. 

b.  Payroll  distribution.     Amounts  charged  to  organized 
research  for  personal  services,  except  stipulated  salary 
support,    regardless  of  whether  treated  as  direct  costs  or 
allocated  as  indirect  costs,  will  be  based  on  institutional 
payrolls  which  have  been  approved  and  documented  in  accordance 
with  generally  accepted  institutional  practices.     Support  for 
direct  and  indirect  allocations  of  personal  service  costs  to 
(1)   instruction,    (2)  organized  research,  and   (3)  indirect 
activities  as  defined  in  section  E.I.,  or   (4)  other  institu- 
tional activities  as  defined  in  section  B.4.,  will  be  provided 
as  described  in  c,  d.,  e.,   and  f.,  below. 

c.  Stipulated  salary  support.     As  an  alternative  to 
payroll  distribution,   stipulated  salary  support  amounts  may 
be  provided  in  the  research  agreement  for  professorial  staff. 
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any  part  of  whose  compensation  is  chargeable  to  Government- 
sponsored  research.     Stipulated  salary  support  may  also  be 
provided  for  any  other  professionals  who  are  engaged  part 
time  in  sponsored  research  and  part  time  in  other  work. 
The  stipulated  salary  support  for  an  individual  will  be 
determined  by  the  Government  and  the  educational  institu- 
tion during  the  proposal  and  award  process  on  the  basis 
of  considered  judgment  as  to  the  monetary  value  of  the  con- 
tribution which  the  individual  is  expected  to  make  to  the 
research  project.     This  judgment  will  take  into  account 
any  cost  sharing  by  the  institution  and  such  other  factors 
as  the  extent  of  the  investigator's  planned  participation 
in  the  project  and  his  ability  to  perform  as  planned  in  the 
light  of  his  other  commitments.     It  will  be  necessary  for 
those  who  review  research  proposals  to  obtain  information 
on  the  total  academic  year  salary  of  the  faculty  members 
involved;  the  other  research  projects  or  proposals  for 
which  salary  is  allocated;  and  any  other  duties  they  may 
have  such  as  teaching  assignments,  administrative  assign- 
ments, number  of  graduate  students  for  which  they  are  re- 
sponsible, or  other  institutional  activities.  Stipulated 
amounts  for  an  individual  must  not  per  se  result  in 
increasing  his  official  salary  from  the  institution. 

d.     Direct  charges  for  personal  services  under 
payroll  distribution.     The  direct  cost  charged  to  organized 
research  for  the  personal  services  of  professorial  and 
professional  staff,  exclusive  of  those  whose  salaries  are 
stipulated  in  the  research  agreement,  will  be  based  on 
institutional  payroll  systems.     Such  institutional  payroll 
systems  must  be  supported  by  either   (1)  an  adequate  appoint- 
ment and  workload  distribution  system  accompanied  by  monthly 
reviews  performed  by  responsible  officials  and  a  reporting 
of  any  significant  changes  in  workload  distribution  of  each 
professor  or  professional  staff  member,  or   (2)  a  monthly 
after-the-fact  certification  system  which  will  recjuire  the 
individual  investigators,  deans,  departmental  chairmen  or 
supervisors  having  first-hand  knowledge  of  the  services 
performed  on  each  research  agreement  to  report  the  distri- 
bution of  effort.     Reported  changes  will  be  incorporated 
during  the  accounting  period  into  the  payroll  distribution 
system  and  into  the  accounting  records.     Direct  charges  for 
salaries  and  wages  of  nonprofessionals  will  be  supported  by 

time  and  attendance  and  payroll  distribution  records. 
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e.  Direct  charges  for  personal  services  under 
stipulated  salaries.     The  amounts  stipulated  for  salary 
support  will  be  treated  as  direct  costs.     The  stipulated 
salary  for  the  academic  year  will  be  prorated  equally  over 
the  duration  of  the  grant  or  contract  period  during  the 
academic  year,  unless  other  arrangements  have  been  made 

in  the  grant  or  contract  instriiment.     No  time  or  effort 
reporting  will  be  required  to  support  these  amounts. 
Special  provision  for  summer  salaries,  or  for  a  particular 
"off  period"  if  other  than  summer,  will  be  required.  The 
research  agreements  will  state  that  any  research  covered  by 
summer  salary  support  must  be  carried  out  during  the  summer, 
not  during  the  academic  year,  and  at  locations  approved  in 
advance  in  writing  by  the  granting  agency.     The  certification 
required  in  section  K  will  attest  to  this  requirement  as  well 
as  all  others  in  a  given  research  agreement.  Stipulated 
salary  support  remains  fixed  during  the  funding  period  of 
the  grant  or  contract  and  will  be  costed  at  the  rate  described 
above  unless  there  is  a  significant  change  in  performance. 
For  example,  a  significant  change  in  performance  would 
exist  if  the  faculty  member  (1)  was  ill  for  an  extended 
period,    (2)   took  sabbatical  leave  to  devote  effort  to  duties 
unrelated  to  his  research,  or  (3)  was  required  to  increase 
substantially  his  teaching  assignments,  administrative  duties, 
or  responsibility  for  mora  research  projects.     In  the  latter 
event,   it  will  be  the  responsibility  of  the  educational 
institution  to  reduce  the  charges  to  the  research  agreement 
proportionately  or  seek  an  appropriate  amendment.     In  the 
case  of  those  covered  by  stipulated  salary  support,  the 
auditors  are  no  longer  required  to  review  the  precise 
accuracy  of  time  or  effort  devoted  to  research  projects. 
Rather,  their  reviews  should  include  steps  to  determine 
on  a  sample  basis  that  an  institution  is  not  reimbursed 
for  more  than  100  percent  of  each  faculty  member's  salary 
and  that  the  portion  of  each  faculty  member's  salary  charged 
to  Government-sponsored  research  is  reasonable  in  view  of 
his  university  workload  and  other  commitments.     The  stipulated 
salary  method  may  also  be  agreed  upon  for  that  portion  of  a 
professional's  salary  that  represents  cost  sharing  by  the 
institution. 

f.  Indirect  personal  services  costs.  Allowable 
indirect  personal  services  costs  will  be  supported  by  the 
educational  institution's  accounting  system  maintained  in 
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accordance  with  generally  accepted  institutional  practices. 
Where  a  comprehensive  accounting  system  does  not  exist, 
the  institution  should  make  periodic  surveys  no  less  fre- 
quently than  annually  to  support  the  indirect  personal 
services  costs  for  inclusion  in  the  overhead  pool.  Such 
supporting  documentation  must  be  retained  for  subsequent 
revi^iw  by  Government  officials. 

g.  General  guidance  for  charging  personal  services. 
Budget  estimates  on  a  monthly,  quarterly,  semester,  or 
yearly  basis  do  not  cjualify  as  support  for  charges  to 
fssderally  sponsored  research  projects  and  should  not  be 
used  unless  confirmed  after  the  fact.     Charges  to  research 
agreements  may  include  reasonable  amounts  for  activities 
contributing  and  intimately  related  to  work  under  the  agree- 
ment, such  as  preparing  and  delivering  special  lectures 
about  specific  aspects  of  the  ongoing  research,  writing 
research  reports  and  articles,  participating  in  appropriate 
research  seminars,  consulting  with  colleagues  and  graduate 
students  with  respect  to  related  research,  and  attending 
appropriate  scientific  meetings  and  conferences.     In  no 
case  should  charges  be  made  to  federally  sponsored  research 
projects  for  lecturing  or  preparing  for  formal  courses  listed 
in  the  catalog  and  offered  for  degree  credit,  or  for  com- 
mittee or  administrative  work  related  to  university  business. 

h.  Nonuniversity  professional  activities.     A  uni- 
versity must  not  alter  or  waive  university-wide  policies 
and  practices  dealing  with  the  permissible  extent  of  pro- 
fessional services  over  and  above  those  traditionally 
performed  without  extra  university  compensation,  unless 
such  arrangements  are  specifically  authorized  by  the  spon- 
soring agency.    Where  university-wide  policies  do  not  ade- 
quately define  the  permissible  extent  of  consul tantships 
or  other  nonuniversity  activities  undertaken  for  extra  pay, 
the  Government  may  require  that  the  effort  of  professional 
staff  working  under  research  agreements  be  allocated  as 
between  (1)  university  activities,  and  (2)  nonuniversity 
professional  activities.     If  the  sponsoring  agency  should 
consider  the  extent  of  nonuniversity  professional  effort 
excessive,  appropriate  arrangements  governing  compensation 
will  be  negotiated  on  a  case-by-case  basis. 
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i.     Salary  rates  for  academic  year.     Charges  for 
work  performed  on  Government  research  by  faculty  members 
during  the  academic  year  will  be  based  on  the  individual 
faculty  member's  regular  compensation  for  the  continuous 
period  which,  under  the  practice  of  the  institution  con- 
cerned, constitutes  the  basis  of  his  salary.  Charges 
for  work  performed  on  research  agreements  during  all  or 
any  portion  of  such  period  would  be  allowable  at  the  base 
salary  rate.     In  no  event  will  the  charge  to  research 
agreements,  irrespective  of  the  basis  of  computation, 
exceed  the  proportionate  share  of  the  base  salary  for  that 
period,  and  any  extra  compensation  above  the  base  salary 
for  work  on  Government  research  during  such  period  would 
be  unallowable.    This  principle  applies  to  all  members  of 
the  faculty  at  an  institution.     Since  intra-university 
consulting  is  assumed  to  be  undertaken  as  a  university 
obligation  requiring  no  compensation  in  addition  to  full- 
time  base  salary,  the  principle  also  applies  to  those  who 
function  as  consultants  or  otherwise  contribute  to  a  re- 
search agreement  conducted  by  another  faculty  member  of 
the  same  institution.     However,  in  unusual  cases  where  con- 
sultation is  across  departmental  lines  or  involves  a 
separate  or  remote  operation,  and  the  work  performed  by 
the  consultant  is  in  addition  to  his  regular  departmental 
load,  any  charges  for  such  work  representing  extra  compen- 
sation above  the  base  salary  are  allowable  provided  such 
consulting  arrangement  is  specifically  provided  for  in  the 
research  agreement  or  approved  in  writing  by  the  sponsoring 
agency. 

j .    Salary  rates  for  periods  outside  the  academic 
year.    Charges  for  work  performed  by  faculty  members  on 
Government  research  during  the  summer  months  or  other 
periods  not  included  in  the  base  salary  period  will  be  de- 
termined for  each  faculty  member  at  a  monthly  rate  not  in 
excess  of  that  which  would  be  applicable  under  his  base 
salary  and  will  be  limited  to  charges  made  in  accordance 
with  other  subsections  of  J. 7. 

k.     Salary  rates  for  part-time  faculty.  Charges 
for  work  performed  on  Government  research  by  faculty  members 
having  only  part-time  appointments  for  teaching  will  be  de- 
termined at  a  rate  not  in  excess  of  that  for  which  he  is 
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regularly  paid  for  his  part-timo  teaching  assignments. 
Example:     An  institution  pays  S5,G00  to  a  faculty  member* 
for  half-time  teaching  during  the  academic  year.     He  de- 
voted one-half  of  his  remaining   time    (25%  of  his  total 
available  time)   to  Government  research.     Thus  his  addi- 
tional compensation,   chargeable  by  the  institution  to 
Government  research  agreements,   would  be  one-half  of 
$5,000  or  $2,500, 

8.  Contingency  provisions.     Contributions  to  a  con- 
tingency reserve  or  any  similar  provision  made  for  events 
the  occurrence  of  which  cannot  be  foretold  with  certainty 
as  to  time,   intensity,   or  with  an  assurance  of  their 
happening,   are  unallowable. 

9.  Deans  of  faculty  and  graduate  schools.  The 
salaries  and  expenses  of  deans  of  faculty  and  graduate 
schools,   or  their  equivalents,   and  their  staffs,  are 
allowable. 

10 .  Depreciation  and  use  allowances. 

a.  Institutions  may  be  compensated  for  the  use 
of  buildings,   capital  improvements,   and  usable  equipment 
on  hand  through  use  allowances  or  depreciation.  Use 
allowances  are  the  means  of  providing  such  compensation 
when  depreciation  or  other  equivalent  costs  are  not  con- 
sidered.    However,   a  combination  of  the  two  methods  may  not 
be  used  in  connection  with  a  single  class  of  fixed  assets. 

b.  Due  consideration  will  be  given  to  Government- 
furnished  facilities  utilized  by  the  institution  when  com- 
puting use  allowances  and/or  depreciation  if  the  Government- 
furnished  facilities  are  material  in  amount.  Computation 

of  the  use  allowance  and/or  depreciation  will  exclude  both 
the  cost  or  any  portion  of  the  cost  of  buildings  and  equip- 
ment borne  by  or  donated  by  the  Federal  Government,  irre- 
spective of  where  title  vjas  originally  vested  or  where  it 
presently  resides  and,   secondly,   the  cost  of  grounds.  Capital 
expenditures  for  land  improvements    (paved  areas,  fences, 
streets,   sidewalks,  utility  conduits  and  similar  improve- 
ments not  already  included  in  the  cost  of  buildings)  are 
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allowable  provided  the  systematic  amortization  of  such 
capital  expenditures  has  been  provided,  based  on  reasona- 
ble determinations  of  the  probable  useful  lives  of  the 
individual  items  involved,  and  the  share  allocated  to 
organized  research  is  developed  from  the  cimount  thus  amor- 
tized for  the  base  period  involved.     Amortization  methods 
once  used  should  not  be  changed  for  a  given  building  or 
equipment  unless  approved  in  advance  by  the  cognizant 
Federal  agency. 

c.  Where  the  use  allowance  method  is  followed, 
the  use  allowance  for  buildings  and  improvements  will  be 
computed  at  an  annual  rate  not  exceeding  two  percent  of 
acquisition  cost.     The  use  allowance  for  equipment  will  be 
computed  at  an  annual  rate  not  exceeding  six  and  two-thirds 
percent  of  acquisition  cost  of  usable  and  needed  equipment 
in  those  cases  where  the  institution  maintains  current 
records  with  respect  to  such  equipment  on  hand.     Where  the 
institution's  records  reflect  only  the  cost   (actual  or 
estimated)   of  the  original  complement  of  equipment,  the 
use  allowance  will  be  computed  at  an  annual  rate  not  ex- 
ceeding ten  percent  of  such  cost.     Original  complement  for 
this  purpose  means  the  complement  of  equipment  initially 
placed  in  buildings  to  perform  the  functions  currently 
being  performed  in  such  buildings;  however,  where  a  perma- 
nent change  in  the  function  of  a  building  takes  place,  a 
redetermination  of  the  original  complement  of  equipment 

may  be  made  at  that  time  to  establish  a  new  original  comple- 
ment.    In  those  cases  where  no  equipment  records  are  main- 
tained, the  institution  will  justify  a  reasonable  estimate 
of  the  acquisition  cost  of  usable  and  needed  equipment  which 
may  be  used  to  compute  the  use  allowance  at  an  annual  rate 
not  exceeding  six  and  two- thirds  percent  of  such  estimate. 

d.  Where  the  depreciation  method  is  followed, 
adequate  property  record  must  be  maintained  and  periodic 
inventory  (a  statistical  sampling  basis  is  acceptable)  must 
be  taken  to  insure  that  properties  for  which  depreciation 
is  charged  do  exist  and  are  needed.     The  period  of  useful 
service   (service  life)  established  in  each  case  for  usable 
capital  assets  must  be  determined  on  a  realistic  basis  which 
takes  into  consideration  such  factors  as  type  of  construction. 
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nature  of  the  equipment  used,   technological  developments 
in  the  particular  research  area,  and  the  renewal  and  re- 
placement policies  followed  for  the  individual  items  or 
classes  of  assets  involved.     Where  the  depreciation  method 
is  introduced  for  application  to  assets  acquired  in  prior 
years,   the  annual  charges  therefrom  must  not  exceed  the 
amounts  that  would  have  resulted  had  the  depreciation 
method  been  in  effect  from  the  date  of  acquisition  of 
such  assets. 


e.     Where  an  institution  elects  to  go  on  a  depre- 
ciation basis  for  a  particular  class  of  assets,   no  depre- 
ciation, rental  or  use  charge  may  be  allowed  on  any  such 
assets  that,   under  d.  above,  would  be  viewed  as  fully 
depreciated  provided,  however,  that  reasonable  use  charges 
may  be  negotiated  for  any  such  assets  if  warranted  after 
taking  into  consideration  the  cost  of  the  facility  or 
item  involved,  the  estimated  useful  life  remaining  at  time 
of  negotiation,   the  actual  replacement  policy  followed  in 
the  light  of  service  lives  used  for  calculating  deprecia- 
tion, the  effect  of  any  increased  maintenance  charges  or 
decreased  efficiency  due  to  age,   and  any  other  factors 
pertinent  to  the  utilization  of  the  facility  or  item  for 
the  purpose  contemplated. 

11 •     Employee  morale,  health,   and  welfare  costs  and 
credits .     The  costs  of  house  publications,  health  or  first- 
aid  clinics  and/or  infirmaries,   recreational  activities, 
employees'   counseling  services,   and  other  expenses  incurred 
in  accordance  with  the  institution's  established  practice 
or  custom  for  the  improvement  of  working  conditions, 
employer-employee  relations,   employee  morale,   and  employee- 
performance,  are  allowable.     Such  costs  will  be  equitably 
apportioned  to  all  activities  of  the  institution.  Income 
generated  from  any  of  these  activities  will  be  credited  to 
the  cost  thereof  unless  such  income  has  been  irrevocably 
set  over  to  employee  welfare  organizations. 

12.     Entertainment  costs.     Costs  incurred  for  amusement, 
isocial  activities,   entertainment,   and  any  items  relating 
thereto,   such  as  meals,   lodging,   rentals,  transportation, 
and  gratuities,  are  unallowable. 
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13.  Equipment  and  other  facilities.     The  cost  of  permanent 
equipment  or  other  facilities  are  allowable  where  such  purchases 
are  approved  by  the  sponsoring  agency  concerned  or  provided  for 
by  the  terms  of  the  research  agreement.     Total  expenditures 

for  permanent  equipment  may  not  exceed  125  percent  of  the  amount 
allotted  for  the.  permanent  equipment  category  by  the  sponsoring 
agency   (through  an  approved  budget  or  other  document)  except 
with  approval.     The  term  "permanent  equipment"  shall  mean  an 
item  of  property  which  has  an  acquisition  cost  of  $200  or 
more  and  has  an  expected  service  life  of  one  year  or  more. 

a.  General  purpose  equipment.     Approval  must  be 
obtained  to  acquire  with  Government  funds  any  general  purpose 
permanent  equipment,   i.e.,   any  items  which  are  usable  for  act- 
ivities of  the  institution  other  than  research,  such  as  office 
equipment  and  furnishings,   air  conditioning,  reproduction  or 
printing  equipment,  motor  vehicles,   etc.,   or  any  automatic 
data  processing  equipment. 

b.  Research  equipment.     Approval  must  be  obtained 

to  acquire  with  Government  funds  any  item  of  permanent  research 
equipment  costing  $1,000  or  more. 

14.  Fines  and  penalties.     Costs  resulting  from  violations 
of,   or  failure  of  the  institution  to  comply  with.  Federal, 
State,  and  local  laws  and  regulations  are  unallowable  except 
when  incurred  as  a  result  of  compliance  with  specific  provisions 
of  the  research  agreement,   or  instructions  in  writing  from 

the  contracting  officer. 

15 .  Insurance  and  indemnification. 

a.  Costs  of  insurance  required  or  approved,  and 
maintained,  pursuant  to  the  research  agreement,   are  allowable. 

b.  Costs  of  other  insurance  maintained  by  the  in- 
stitution in  connection  with  the  general  conduct  of  its 
activities,   are  allowable  subject  to  the  following  limitations: 
(1)   types  and  extent  and  cost  of  coverage  must  be  in  accordance 
with  sound  institutional  practice;    (2)   costs  of  insurance  or 

of  any  contributions  to  any  reserve  covering  the  risk  of  loss 
of  or  damage  to  Government-owned  property  are  unallowable 
except  to  the  extent  that  the  Government  has  specifically 
required  or  approved  such  costs,-  and  (3)   costs  of  insurance 
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on  the  lives  of  officers  or  trustees  are  unallowable  except 
where  such  insurance  is  part  of  an  employee  plan  which  is  not 
unduly  restricted. 

c.     Contributions  to  a  reserve  for  an  approved  self- 
insurance  program  are  allowable  to  the  extent  that  the  types 
of  coverage,   extent  of  coverage,   and  the  rates  and  premiums 
would  have  been  allowed  had  insurance  been  purchased  to  cover 
the  risks. 


d.     Actual  losses  which  could  have  been  covered  by 
permissible  insurance   (through  an  approved  self-insurance 
program  or  otherwise)   are  unallowable  unless  expressly 
provided  for  in  the  research  agreement,   except  that  costs 
incurred  because  of  losses  not  covered  under  existing  deductible 
clauses  for  insurance  coverage  provided  in  keeping  with  sound 
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management  practice  as  well  as  minor  losses  not  covered  by 
insurance,   such  as  spoilage,  breakage  and  disappearance  of 
small  hand  tools,  which  occur  in  the  ordinary  course  of 
operations,  are  allowable. 

e.     Indemnification  includes  securing  the  insti- 
tution against  liabilities  to  third  persons  and  other  losses 
not  compensated  by  insurance  or  otherwise.     The  Government 
is  obligated  to  indemnify  the  institution  only  to  the  ex- 
tent expressly  provided  for  in  the  research  agreement, 
except  as  provided  in  d.  above, 

16.  Interest,   fund  raising,  and  investment  management 
costs . 

a.  Costs  incurred  for  interest  on  borrowed  capital 
or  temporary  use  of  endowment  funds,  however  represented, 
are  unallowable. 

b.  Costs  of  organized  fund  raising,  including 
financial  campaigns,  endowment  drives,  solicitation  of  gifts 
and  bequests,  and  similar  expenses  incurred  solely  to  raise 
capital  or  obtain  contributions,  are  not  allowable  under 
Government  research  agreements. 

c.  Costs  of  investment  counsel  and  staff  and 
similar  expenses  incurred  solely  to  enhance  income  from  in- 
vestments are  not  allowable  under  Government  research 
agreements . 

d.  Costs  related  to  the  physical  custody  and  con- 
trol of  monies  and  securities  are  allowable. 

17.  Labor  relations  costs.     Costs  incurred  in  maintaining 
satisfactory  relations  between  the  institution  and  its  em- 
ployees,  including  costs  of  labor  management  committees, 
employees'  publications,  and  other  related  activities,  are 
allowable. 

18.  Losses  on  other  research  agreements  or  contracts. 
Any  excess  of  costs  over  income  under  any  other  research 
agreement  or  contract  of  any  nature  is  unallowable.  This 
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includes,  but  is  not  limited  to,  the  institution's  con- 
tributed portion  by  reason  of  cost-sharing  agreements  or 
any  under-recoveries  through  negotiation  of  flat  amounts 
for  indirect  costs. 

19.  Maintenance  and  repair  costs.     Costs  incurred  for 
necessary  maintenance,   repair  or  upkeep  of  property  (in- 
cluding Government  property  unless  otherwise  provided  for) 
which  neither  add  to  the  permanent  value  of  the  property 
nor  appreciably  prolong  its  intended  life  but  keep  it  in 
an  efficient  operating  condition,  are  allowable. 

20.  Material  costs.     Costs  incurred  for  purchased 
materials,   supplies,   and  fabricated  parts  directly  or 
indirectly  related  to  the  research  agreement,  are  allow- 
able.    Purchases  made  specifically  for  the  research  agree- 
ment should  be  charged  thereto  at  their  actual  prices  after 
deducting  all  cash  discounts,  trade  discounts,  rebates, 
and  allowances  received  by  the  institution.  Withdrawals 
from  general  stores  or  stockrooms  should  be  charged  at 
their  cost  under  any  recognized  method  of  pricing  stores 
withdrawals  conforming  to  sound  accounting  practices  con- 
sistently followed  by  the  institution.     Incoming  transpor- 
tation charges  are  a  proper  part  of  material  cost.  Direct 
material  cost  should  include  only  the  materials  and  supplies 
actually  used  for  the  performance  of  the  research  agree- 
ment, and  due  credit  should  be  given  for  any  excess  materials 
retained,  or  returned  to  vendors.     Due  credit  should  be 
given  for  all  proceeds  or  value  received  for  any  scrap  re- 
sulting from  work  under  the  research  agreement.  Where 
Government- donated  or  furnished  material  is  used  in  per- 
forming the  research  agreement,  such  material  will  be  used 
without  charge. 

21.  Memberships,  subscriptions  and  professional  activity 
costs . 

a.  Costs  of  the  institution's  membership  in  civic, 
business,  technical,  and  professional  organizations  are 
allowable. 

b.  Costs  of  the  institution's  subscriptions  to 
civic,  business,  professional,  and  technical  periodicals 

are  allowable. 
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c.    Costs  of  meetings  and  conferences,  when  the 
primary  purpose  is  the  dissemination  of  technical  infor- 
mation, are  allowable.     This  includes  costs  of  meals, 
transportation,  rental  of  facilities,  and  other  items  in- 
cidental to  such  meetings  or  conferences. 

22.  Patent  costs.     Costs  of  preparing  disclosures, 
reports,  and  other  documents  required  by  the  research 
agreement  and  of  searching  the  art  to  the  extent  necessary 
to  make  such  invention  disclosures,  are  allowable.  In 
accordance  with  the  clauses  of  the  research  agreement  re- 
lating to  patents,  costs  of  preparing  documents  and  any 
other  patent  costs,   in  connection  with  the  filing  of  a 
patent  application  where  title  is  conveyed  to  the  Govern- 
ment, are  allowable.     (See  also  section  J. 33.) 

23.  Pension  plan  costs.     Costs  of  the  institution's 
pension  plan  which  are  incurred  in  accordance  with  the 
established  policies  of  the  institution  are  allowable,  pro- 
vided such  policies  meet  the  test  of  reasonableness  and 
the  methods  of  cost  allocation  are  not  discriminatory,  and 
provided  appropriate  adjustments  are  made  for  credits  or 
gains  arising  out  of  normal  and  abnormal  employee  turnover 
or  any  other  contingencies  that  can  result  in  forfeitures 
by  employees  which  inure  to  the  benefit  of  the  institution. 

24.  Plant  security  costs.     Necessary  expenses  incurred 
to  comply  with  Government  security  requirements,  including 
wages,  uniforms  and  equipment  of  personnel  engaged  in  plant 
protection,  are  allowable. 

25.  Preresearch  agreement  costs.     Costs  incurred  prior 
to  the  effective  date  of  the  research  agreement,  whether 

or  not  they  would  have  been  allowable  thereunder  if  incurred 
after  such  date,  are  unallowable  unless  specifically  set 
forth  and  identified  in  the  research  agreement. 

26 .  Professional  services  costs. 

a.    Costs  of  professional  services  rendered  by  the 
members  of  a  particular  profession  who  are  not  employees 
of  the  institution  are  allowable,  subject  to  b.  and  c.  below. 
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when  reasonable  in  relation  to  the  services  rendered  and 
when  not  contingent  upon  recovery  of  the  costs  from  the 
Governinent.     Retainer  fees  to  be  allowable  must  be  rea- 
sonably supported  by  evidence  of  services  rendered. 

b.  Factors  to  be  considered  in  determining  the 
allowability  of  costs  in  a  particular  case  include  (1) 
the  past  pattern  of  such  costs,  particularly  in  the  years 
prior  to  the  award  of  Government  research  agreements; 

(2)   the  impact  of  Government  research  agreements  on  the 
institution's  total  activity;    (3)   the  nature  and  scope  of 
managerial  services  expected  of  the  institution's  own 
organizations;  and  (4)  whether  the  proportion  of  Govern- 
ment work  to  the  institution's  total  activity  is  such  as 
to  influence  the  institution  in  favor  of  incurring  the 
cost,  particularly  where  the  services  rendered  are  not  of 
a  continuing  nature  and  have  little  relationship  to  work 
under  Government  research  agreements. 

c.  Costs  of  legal,  accounting,  and  consulting 
services,  and  related  costs,   incurred  in  connection  with 
organization  and  reorganization  or  the  prosecution  of 
claims  against  the  Government,  are  unallowable.     Costs  of 
legal,  accounting  and  consulting  services,  and  related 
costs,   incurred  in  connection  with  patent  infringement  liti- 
gation, are  unallowable  unless  otherwise  provided  for  in 
the  research  agreement. 

27 .  Profits  and  losses  on  disposition  of  plant,  ecfuip- 
ment,  or  other  capital  assets.     Profits  or  losses  of  any 
nature  arising  from  the  sale  or  exchange  of  plant,  equip- 
ment, or  other  capital  assets,  including  sale  or  exchange 
of  either  short-  or  long-term  investments,  shall  not  be 
considered  in  computing  research  agreement  costs. 

28.  Proposal  costs.     Proposal  costs  are  the  costs  of 
preparing  bids  or  proposals  on  potential  Government  and 
nongovernment  research  agreements  or  projects,  including 
the  development  of  engineering  data  and  cost  data  necessary 
to  support  the  institution's  bids  or  proposals.  Proposal 
costs  of  the  current  accounting  period  of  both  successful 
and  unsuccessful  bids  and  proposals  normally  should  be 
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treated  as  indirect  costs  and  allocated  currently  to  all 
activities  of  the  institution,  and  no  proposal  costs  of 
past  accounting  periods  will  be  allocable  in  the  current 
period  to  the  Government  research  agreement.  However,  the 
institution's  established  practices  may  be  to  treat  pro- 
posal costs  by  some  other  recognized  method.  Regardless 
of  the  method  used,  the  results  obtained  may  be  accepted 
only  if  found  to  be  reasonable  and  equitable. 

29.  Public  information  services  costs.     Costs  of  news 
releases  pertaining  to  specific  research  or  scientific 
accomplishment  are  unallowable  unless  specifically  author- 
ized by  the  sponsoring  agency. 

30.  Rearrangement  and  alteration  costs.     Costs  in- 
curred for  ordinary  or  normal  rearrangement  and  alteration 
of  facilities  are  allowable.     Special  arrangement  and 
alteration  costs  incurred  specifically  for  the  project  are 
allowable  when  such  work  has  been  approved  in  advance  by 
the  sponsoring  agency  concerned. 

31.  Reconversion  costs.     Costs  incurred  in  the  resto- 
ration or  rehabilitation  of  the  institution's  facilities 
to  approximately  the  same  condition  existing  immediately 
prior  to  commencement  of  Government  research  agreement 
work,   fair  wear  and  tear  excepted,  are  allowable. 

3 2 .  Recruiting  costs. 

a.     Subject  to  b.,  c,  and  d.  below,  and  provided 
that  the  size  of  the  staff  recruited  and  maintained  is  in 
keeping  with  workload  requirements,  costs  of  "help  wanted" 
advertising,  operating  costs  of  an  employment  office 
necessary  to  secure  and  maintain  an  adequate  staff,  costs 
of  operating  an  aptitude  and  educational  testing  program, 
travel  costs  of  employees  while  engaged  in  recruiting  per- 
sonnel, travel  costs  of  applicants  for  interviews  for  pro- 
spective employment,  and  relocation  costs  incurred  incident 
to  recruitment  of  new  employees,  are  allowable  to  the  ex- 
tent that  such  costs  are  incurred  pursuant  to  a  well  managed 
recruitment  program.     Where  the  institution  uses  employment 
agencies,  costs  not  in  excess  of  standard  commercial  rates 
for  such  services  are  allowable. 
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b.  In  publications,  costs  of  help  wanted  adver- 
tising that  includes  color,   includes  advertising  material 
for  other  than  recruitment  purposes,  or  is  excessive  in 
size   (taking  into  consideration  recruitment  purposes  for 
which  intended  and  normal  institutional  practices  in  this 
respect) ,  are  unallowable. 

c.  Costs  of  help  wanted  advertising,  special 
emoluments,   fringe  benefits,  and  salary  allowances  in- 
curred to  attract  professional  personnel  from  other  insti- 
tutions that  do  not  meet  the  test  of  reasonableness  or  do 
not  conform  with  the  established  practices  of  the  insti- 
tution, are  unallowable. 

d.  Where  relocation  costs  incurred  incident  to 
recruitment  of  a  new  employee  have  been  allowed  either  as 
an  allocable  direct  or  indirect  cost,  and  the  newly  hired 
employee  resigns  for  reasons  within  his  control  within  12 
months  after  hire,  the  institution  will  be  required  to 
refund  or  credit  such  relocation  costs  to  the  Government. 

33 .  Royalties  and  other  costs  for  use  of  patents. 
Royalties  on  a  patent  or  amortization  of  the  cost  of  ac- 
quiring a  patent  or  invention  or  rights  thereto,  necessary 
for  the  proper  performance  of  the  research  agreement  and 
applicable  to  tasks  or  processes  thereunder,  are  allowable 
unless  the  Government  has  a  license  or  the  right  to  free 
use  of  the  patent,  the  patent  has  been  adjudicated  to  be 
invalid  or  has  been  administratively  determined  to  be  in- 
valid, the  patent  is  considered  to  be  unenforceable,  or 
the  patent  has  expired. 

34.  Sabbatical  leave  costs.     Costs  of  leave  of  absence 
to  employees  for  performance  of  graduate  work  or  sabbatical 
study,  travel,  or  research  are  allowable  provided  the  in- 
stitution has  a  uniform  policy  on  sabbatical  leave  for 
persons  engaged  in  instruction  and  persons  engaged  in  re- 
search.    Such  costs  will  be  allocated  on  an  equitable  basis 
among  all  appertaining  activities  of  the  institution.  Where 
sabbatical  leave  is  included  in  fringe  benefits  for  which 

a  cost  is  determined  for  assessment  as  a  direct  charge,  the 
aggregate  amount  of  such  assessments  applicable  to  all  work 


35 


of  the  institution  during  the  "base  period  must  be  reasona- 
ble in  relation  to  the  institution's  actual  experience 
under  its  sabbatical  leave  policy. 

35.  Scholarships  and  student  aid  costs.     Costs  of 
scholarships,   fellowships  and  other  forms  of  student  aid 
apply  only  to  instruction  and  therefore  are  not  allocable 
to  research  agreements,  either  as  direct  costs  or  indirect 
costs.     However,   in  the  case  of  students  actually  engaged 
in  work  under  research  agreements,  any  tuition  remissions 
to  such  students  for  work  performed  are  allocable  to  such 
research  agreements  provided  consistent  treatment  is 
accorded  such  costs.      (See  section  J. 39.) 

36.  Severance  pay. 

a.  Severance  pay  is  compensation  in  addition  to 
regular  salaries  and  wages  which  is  paid  by  an  institu- 
tion to  employees  whose  services  are  being  terminated.  Costs 
of  severance  pay  are  allowable  only  to  the  extent  that  such 
payments  are  required  by  law,  by  employer-employee  agree- 
ment, by  established  policy  that  constitutes  in  effect  an 
implied  agreement  on  the  institution's  part,  or  by  circum- 
stances of  the  particular  employment. 

b.  Severance  payments  that  are  due  to  normal, 
recurring  turnover  and  which  otherwise  meet  the  conditions 
of  a.  above  may  be  allowed  provided  the  actual  costs  of 
such  severance  payments  are  regarded  as  expenses  appli- 
cable to  the  current  fiscal  year  and  are  equitably  distributed 
among  the  institution's  activities  during  that  period. 

c.  Severance  payments  that  are  due  to  abnormal 
or  mass  terminations  are  of  such  conjectural  nature  that 
allowability  must  be  determined  on  a  case-by-case  basis. 
However,  the  Government  recognizes  its  obligation  to  parti- 
cipate, to  the  extent  of  its  fair  share,  in  any  specific 
payment. 

37 .  Specialized  service  facilities  operated  by 
institution. 


a.     The  costs,  including  amortization  by  generally 
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accepted  accounting  practice,  of  institutional  services 
involving  the  use  of  highly  complex  and  specialized  facili- 
ties such  as  electronic  computers,   including  the  cost  of 
adapting  computers  for  use,  wind  tunnels,  and  reactors  are 
allowable  provided -the  charges  therefor  meet  the  conditions 
of  b.  or  c.  below,  and  otherwise  taike  into  account  any 
items  of  income  or  Federal  financing  that  qualify  as 
applicable  credits  under  section  C.5, 

b.  The  costs  of  such  institutional  services 
normally  will  be  charged  directly  to  applicable  research 
agreements  based  on  actual  usage  or  occupancy  of  the  fa- 
cilities on  the  basis  of  a  schedule  of  rates  that  (1)  is 
designed  to  recover  only  aggregate  costs  of  providing  such 
services  over  a  long  term  agreed  upon  in  advance  by  the 
cognizant  Federal  agency  on  an  individual  basis,  and  (2) 
is  applied  on  a  nondiscriminatory  basis  as  between  or- 
ganized research  and  other  work  of  the  institution,  in- 
cluding usage  by  the  institution  for  internal  purposes. 
Commercial  or  accommodation  sales  of  computer  services 
will  be  charged  at  not  less  than  the  above  rates;  however, 
if  the  rates  charged  for  these  services  are  greater,  the 
total  amount  of  charges  above  the  scheduled  rates  when 
significant  may  be  considered  in  revising  the  schedule  of 
rates.     Further,  within  the  constraints  of  this  paragraph, 
it  is  not  necessary  that  the  rates  charged  for  services  be 
equal  to  the  cost  of  providing  those  services  during  any 
one  fiscal  year. 

c.  In  the  absence  of  an  acceptable  arrangement 
for  direct  costing  as  provided  in  b.  above,  the  costs  in- 
curred for  such  institutional  services  may  be  assigned  to 
research  agreements  as  indirect  costs,  provided  the  methods 
used  achieve  substantially  the  same  results.     Such  arrange- 
ments should  be  worked  out  in  coordination  with  the  cogni- 
zant Federal  agency  in  order  to  assure  equitable  distribution 
of  the  indirect  costs. 

38.     Special  services  costs.     Costs  incurred  for  gen- 
eral public  relations  activities,  catalogs,  alumni  activi- 
ties, and  similar  services,  are  unallowable. 
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39.  Staff  benefits. 

a.  Staff  benefits  in  the  form  of  regular  com- 
pensation paid  to  employees  during  periods  of  authorized 
absences  from  the  job,   such  as  for  annual  leave,  sick  leave, 
military  leave,  and  the  like,  are  allowable  provided  such 
costs  are  absorbed  by  all  institutional  activities,  in- 
cluding organized  research,  in  proportion  to  the  relative 
amount  of  time  or  effort , actually  devoted  to  each.  (See 
section  J. 34.   for  treatment  of  sabbatical  leave.) 

b.  Staff  benefits  in  the  form  of  employer  contri- 
butions or  expenses  for  social  security,  employee  insurance, 
workmen's  compensation  insurance,   the  pension  plan  (see 
section  J. 23.),  tuition  or  remission  of  tuition  for  indi- 
vidual employees  or  their  families   (see  section  J. 35.),  and 
the  like,  are  allowable  provided  such  benefits  are  granted 
in  accordance  with  established  institutional  policies, 

and  provided  such  contributions  and  other  expenses,  whether 
treated  as  indirect  costs  or  as  an  increment  of  direct  labor 
costs,  are  distributed  to  particular  research  agreements 
and  other  activities  in  a  manner  consistent  with  the  pattern 
of  benefits  accruing  to  the  individuals  or  groups  of  em- 
ployees whose  salaries  and  wages  are  chargeable  to  such 
research  agreements  and  other  activities. 

40.  Student  activity  costs.     Costs  incurred  for  intra- 
mural activities,   student  publications,  student  clubs,  and 
other  student  activities,  apply  only  to  instruction  and 
therefore  are  not  allocable  to  research  agreements,  either 
as  direct  costs  or  indirect  costs. 

41.  Student  services  costs.     Costs  of  the  deans  of 
students,  administration  of  student  affairs,  registrar, 
placement  offices,   student  advisers,   student  health  and  in- 
firmary services,  and  such  other  activities  as  are  identi- 
fiable with  student  services  apply  only  to  instruction  and 
therefore  are  not  allocable  to  research  agreements,  either 
as  direct  costs  or  indirect  costs.     However,  in  the  case 

of  students  actually  engaged  in  work  under  research  agree- 
ments, a  proportion  of  student  services  costs  measured  by 
the  relationship  between  hours  of  work  by  students  on  such 
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research  work  and  total  student  hours  including  all  re- 
search time  may  be  allowed  as  a  part  of  research  admin- 
istration expenses. 

42.  Taxes. 

a.  In  general,  taxes  which  the  institution  is 
required  to  pay  and  which  are  paid  or  accrued  in  accordance 
with  generally  accepted  accounting  principles,  and  pay- 
ments made  to  local  governments  in  lieu  of  taxes  which  are 
commensurate  with  the  local  government  services  received 
are  allowable,   except  for   (1)  taxes  from  which  exemptions 
are  available  to  the  institution  directly  or  which  are 
available  to  the  institution  based  on  an  exemption  afforded 
the  Government  and  in  the  latter  case  when  the  sponsoring 
agency  makes  available  the  necessary  exemption  certificates, 
and  (2)   special  assessments  on  land  which  represent  capital 
improvements . 

b.  Any  refund  of  taxes,   interest,  or  penalties, 
and  any  payment  to  the  institution  of  interest  thereon, 
attributable  to  taxes,   interest,  or  penalties  which  were 
allowed  as  research  agreement  costs,  will  be  credited  or 
paid  to  the  Government  in  the  manner  directed  by  the  Govern- 
ment provided  any  interest  actually  paid  or  credited  to  an 
institution  incident  to  a  refund  of  tax,   interest  and 
penalty  will  be  paid  or  credited  to  the  Government  only  to 
the  extent  that  such  interest  accrued  over  the  period  during 
which  the  institution  had  been  reimbursed  by  the  Government 
for  the  taxes,   interest,   and  penalties. 

43.  Transportation  costs.     Costs  incurred  for  freight, 
express,  cartage,  postage,  and  other  transportation  services 
relating  either  to  goods  purchased,  in  process,  or  delivered, 
are  allowable.     When  such  costs  can  readily  be  identified 
with  the  items  involved,  they  may  be  charged  directly  as 
transportation  costs  or  added  to  the  cost  of  such  items. 
Where  identification  with  the  materials  received  cannot  readily 
be  made,  inbound  transportation  costs  may  be  charged  to  the 
appropriate  indirect  cost  accounts  if  the  institution  follows 

a  consistent,  equitable  procedure  in  this  respect.  Outbound 
freight,   if  reimbursable  under  the  terms  of  the  research  agree- 
ment,  should  be  treated  as  a  direct  cost. 
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44 .     Travel  costs. 

a.  Travel  costs  are  the  expenses  for  transpor- 
tation,  lodging,   subsistence,   and  related  items  incurred 
by  employees  who  are  in  travel  status  on  official  business 
of  the  institution.     Such  costs  may  be  charged  on  an  actual 
basis,  on  a  per  diem  or  mileage  basis  in  lieu  of  actual 
costs  incurred,   or  on  a  combination  of  the  two,  provided 
the  method  used  is  applied  to  an  entire  trip  and  not  to 
selected  days  of  the  trip,   and  results  in  charges  consistent 
with  those  normally  allowed  by  the  institution  in  its  regular 
operations . 

b.  Travel  costs  are  allowable  subject  to  c,  d.,  e., 
and  f.  below,  when  they  are  directly  attributable  to  specific 
work  under  a  research  agreement  or  are  incurred  in  the 
normal  course  of  administration  of  the  institution  or  a 
department  or  research  program  thereof. 

c.  The  difference     in  cost  between  first-class 
air  accommodations  and  less  than  first-class  air  accommo- 
dations is  unallowable  except  when  less  than  first-class 
air  accommodations  are  not  reasonably  available  to  meet 
necessary  mission  requirements,   such  as  where  less  than 
first-class  accommodations  would    (1)   require  circuitous 
routing,    (2)   require  travel  during  unreasonable  hours,  (3) 
greatly  increase  the  duration  of  the  flight,    (4)   result  in 
additional  costs  which  would  offset  the  transportation 
savings,  or   (5)  offer  accommodations  which  are  not  reason- 
ably adequate  for  the  medical  needs  of  the  traveler. 

d.  Costs  of  personnel  movements  of  a  special  or  mass 
nature  are  allowable  only  when  authorized  or  approved  in 
writing  by  the  sponsoring  agency  or  its  authorized  representative 

e.  Foreign  travel  costs  are  allowable  only  when  the 
travel  has  received  specific  prior  approval.     Each  separate 
foreign  trip  must  be  specifically  approved.     For  purposes 

of  this  provision,  foreign  travel  is  defined  as  "any  travel 
outside  of  Canada  and  the  United  States  and  its  territories 
and  possessions." 

f.  Expenditures  for  domestic  travel  may  not  exceed 
$500,  or  12  5  percent  of  the  amount  allotted  for  such  travel  by 
the  sponsoring  agency,  whichever  is  greater,   except  with  approval 


TM  No.   1,   effective  April  1,  1971 


40 


45 .     Termination  costs  applicable  to  research  agreements. 

a.  Termination  of  research  agreements  generally 
gives  rise  to  the  incurrence  of  costs  or  to  the  need  for 
special  treatment  of  costs,  which  would  not  have  arisen  had 
the  agreement  not  been  terminated.     Items  peculiar  to  ter- 
mination are  set  forth  below.     They  are  to  be  used  in  con- 
junction with  all  other  provisions  of  this  Circular  in  the 
case  of  termination. 

b.  The  cost  of  common  items  of  material  rea- 
sonably usable  on  the  institution's  other  work  will  not  be 
allowable  unless  the  institution  submits  evidence  that  it 
could  not  retain  such  items  at  cost  without  sustaining  a 
loss.     In  deciding  whether  such  items  are  reasonably 
usable  on  other  work  of  the  institution,  consideration 
should  be  given  to  the  institution's  plans  and  orders  for 
current  and  scheduled  work.     Contemporaneous  purchases 

of  common  items  by  the  institution  will  be  regarded  as  evi- 
dence that  such  items  are  reasonably  usable  on  the  insti- 
tution's other  work.     Any  acceptance  of  common  items  as 

allowable  to  the  terminated  portion  of  the  agreement  should 
be  limited  to  the  extent  that  the  quantities  of  such  items 
on  hand,   in  transit,  and  on  order  are  in  excess  of  the 
reasonable  quantitative  requirements  of  other  work. 

c.  If  in  a  particular  case,  despite  all  rea- 
sonable efforts  by  the  institution,  certain  costs  cannot 
be  discontinued  immediately  after  the  effective  date  of 
termination,   such  costs  are  generally  allowable  within  the 
limitations  set  forth  in  this  Circular,   except  that  any  such 
costs  continuing  after  termination  due  to  the  negligent  or 
willful  failure  of  the  institution  to  discontinue  such 
costs  will  be  considered  unacceptable. 

d.  Loss  of  useful  value  of  special  tooling,  and 
special  machinery  and  equipment  is  generally  allowable, 
provided   (1)   such  special  tooling,  machinery,  or  equip- 
ment is  not  reasonably  capable  of  use  in  the  other  work  of 
the  institution;    (2)   the  interest  of  the  Government  is 
protected  by  transfer  of  title  or  by  other  means  deemed 
appropriate  by  the  contracting  officer  or  equivalent;  and 
(3)   the  loss  of  useful  value  as  to  any  one  terminated 
agreement  is  limited  to  that' portion  of  the  acquisition 
cost  which  bears  the  same  ratio  to  the  total  acquisition 
cost  as  the  terminated  portion  of  the  agreement  bears  to 
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the  entire  terminated  agreement  and  other  Government 
agreements  for  which  the  .special  tooling,   special  ma- 
chinery,  or  equipment  was  acquired. 

e.  Rental  costs  under  unexpired  leases  are 
generally  allowable  where  clearly  shown  to  have  been  rea- 
sonably necessary  for  the  performance  of  the  terminated 
agreement,   less  the  residual  value  of  such  leases,  if 

(1)    the  amount  of  such  rental  claimed  does  not  exceed  the 
reasonable  use  value  of  the  property  leased  for  the  period 
of  the  agreement  and  such  further  period  as  may  be  rea- 
sonable;  and  (2)    the  institution  makes  all  reasonable 
efforts  to  terminate,   assign,   settle,   or  otherwise  reduce 
the  cost  of  such  lease.     There  also  may  be  included  the 
cost  of  alterations  of  such  leased  property,  provided 
such  alterations  were  necessary  for  the  performance  of 
the  agreement,   and  of  reasonable  restoration  required  by 
the  provisions  of  the  lease. 

f.  Settlement  expenses  including  the  following 
are  generally  allowable:      (1)   accounting,   legal,  clerical, 
and  similar  costs  reasonably  necessary  for  the  preparation 
and  presentation  to  contracting  officers  or  equivalent  of 
settlement  claims  and  supporting  data  with  respect  to  the 
terminated  portion  of  the  agreement,   and  the  termination 
and  settlement  of  subagreements r   and  (2)   reasonable  costs 
for  the  storage,   transportation,  protection,  and  disposi- 
tion of  property  provided  by  the  Government  or  acquired  or 
produced  by  the  institution  for  the  agreement. 

g.  Claims  under  subagreements ,   including  the 
allocable  portion  of  claims  which  are  common  to  the  agree- 
ment and  to  other  work  of  the  institution,  are  generally 
allowable . 

K.     Certification  of  charges.     To  assure  that  expendi- 
tures for  research  grants  and  contracts  are  proper  and  in 
accordance  with  the  research  agreement  documents  and 
approved  project  budgets,   the  annual  and/or  final  fiscal 
reports  or  vouchers  requesting  payment  under  research 
agreements  will  include  a  certification,   signed  by  an  author- 
ized official  of  the  university,  which  reads  essentially  as 
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follows:     "I  certify  that  all  expenditures  reported  (or 
payments  requested)   are  for  appropriate  purposes  and  in 
accordance  with  the  agreements  set  forth  in  the  applica- 
tion and  award  documents." 


1 


t 


